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§ 1.61–15 Options received as payment 
of income. 

(a) In general. Except as otherwise 
provided in § 1.61–2(d)(6)(i) (relating to 
certain restricted property transferred 
after June 30, 1969), if any person re-
ceives an option in payment of an 
amount constituting compensation of 
such person (or any other person), such 
option is subject to the rules contained 
in § 1.421–6 for purposes of determining 
when income is realized in connection 
with such option and the amount of 
such income. In this regard, the rules 
of § 1.421–6 apply to an option received 
in payment of an amount constituting 
compensation regardless of the form of 
the transaction. Thus, the rules of 
§ 1.421–6 apply to an option transferred 
for less than its fair market value in a 
transaction taking the form of a sale 
or exchange if the difference between 
the amount paid for the option and its 
fair market value at the time of trans-
fer is the payment of an amount con-
stituting compensation of the trans-
feree or any other person. This section, 
for example, makes the rules of § 1.421– 
6 applicable to options granted in 
whole or partial payment for services 
of an independent contractor. If an 
amount of money or property is paid 
for an option to which this paragraph 
applies, then the amount paid shall be 
part of the basis of such option. 

(b) Options to which paragraph (a) does 
not apply. (1) Paragraph (a) of this sec-
tion does not apply to: 

(i) An option which is subject to the 
rules contained in section 421; and 

(ii) An option which is not granted as 
the payment of an amount constituting 
compensation, such as an option which 
is acquired solely as an investment (in-
cluding an option which is part of an 
investment unit described in paragraph 
(b) of § 1.1232–3). For rules relating to 
the taxation of options described in 
this subdivision, see section 1234 and 
the regulations thereunder. 

(2) If a person acquires an option 
which is not subject to the rules con-
tained in section 421, and if such option 
has a readily ascertainable fair market 
value, such person may establish that 
such option was not acquired as pay-
ment of an amount constituting com-
pensation by showing that the amount 
of money or its equivalent paid for the 

option equaled the readily ascertain-
able fair market value of the option. If 
a person acquires an option which is 
not subject to the rules contained in 
section 421, and if such option does not 
have a readily ascertainable fair mar-
ket value, then to establish that such 
option was not acquired as payment of 
an amount constituting compensation, 
such person must show that, from an 
examination of all the surrounding cir-
cumstances, there was no reason for 
the option to have been granted as the 
payment of an amount constituting 
compensation. For example, such per-
son must show that he had neither ren-
dered nor was obligated to render sub-
stantial services in consideration for 
the granting of the option. In deter-
mining whether an option, such as an 
option acquired in connection with an 
obligation as part of an investment 
unit, has been granted as compensation 
for services, the ordinary services per-
formed by an investor in his own self- 
interest in connection with his invest-
ing activities will not be treated as the 
consideration for the grant of the op-
tion. For example, if a small business 
investment company takes an active 
part in the management of its debtor 
small business company, the rendering 
of such management services will not 
be treated as the consideration for the 
granting of the option, provided such 
services are rendered for an inde-
pendent consideration, or are merely 
protective of the small business invest-
ment company’s investment in the bor-
rower. See paragraph (c) of § 1.421–6 for 
the meaning of the term ‘‘readily as-
certainable fair market value.’’ 

(c) Statement required in connection 
with certain options. (1) Any person ac-
quiring any option to purchase securi-
ties (other than an option described in 
subparagraph (2) of this paragraph) 
shall attach a statement to his income 
tax return for the taxable year in 
which the option was acquired. For the 
definition of the term ‘‘securities’’, see 
section 165(g)(2). 

(2) The statement otherwise required 
by subparagraph (1) of this paragraph 
shall not be required with respect to 
the following options: 

(i) Options subject to the rules con-
tained in section 305(a) or section 421; 
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(ii) Options acquired as part of an in-
vestment unit consisting of an option 
and a debenture, note, or other similar 
obligation— 

(a) If such unit is acquired as part of 
a public offering and the amount of 
money or its equivalent paid for such 
unit is not less than the public offering 
price, or 

(b) If such unit is actively traded on 
an established market and the amount 
of money or its equivalent paid for 
such unit is not less than the price paid 
for such unit in contemporaneous pur-
chases of such unit by persons inde-
pendent of both the seller and the tax-
payer; 

(iii) Options acquired as part of a 
public offering, if the amount of money 
or its equivalent paid for such option is 
not less than the public offering price; 
and 

(iv) Options which are actively trad-
ed on an established market and which 
are acquired for money or its equiva-
lent at a price not less than the price 
paid for such options in contempora-
neous purchases of such options by per-
sons independent of both the seller and 
the taxpayer. 

(3) The statement required by sub-
paragraph (1) of this paragraph shall 
contain the following information: 

(i) Name and address of the taxpayer; 
(ii) Description of the securities sub-

ject to the option (including number of 
shares of stock); 

(iii) Period during which the option 
is exercisable; 

(iv) Whether the option had a readily 
ascertainable fair market value at date 
of grant; and 

(v) Whether the option is subject to 
paragraph (a) of this section. 

(4) If the statement required by sub-
paragraph (1) of this paragraph indi-
cates either that the option is not sub-
ject to paragraph (a) of this section, or 
that the option is subject to paragraph 
(a) of this section but that such option 
had a readily ascertainable fair market 
value at date of grant, then such state-
ment shall contain the following addi-
tional information: 

(i) Option price; 
(ii) Value at date of grant of securi-

ties subject to the option; 
(iii) Restrictions (if any) on exercise 

or transfer of option; 

(iv) Restrictions (if any) on transfer 
of securities subject to the option; 

(v) Value of the option (if readily as-
certainable); 

(vi) How value of option was deter-
mined; 

(vii) Amount of money (or its equiva-
lent) paid for the option; 

(viii) Person from whom the option 
was acquired; 

(ix) A concise description of the cir-
cumstances surrounding the acquisi-
tion of the option and any other fac-
tors relied upon by the taxpayer to es-
tablish that the option is not subject 
to paragraph (a) of this section, or, if 
the option is treated by the taxpayer 
as subject to paragraph (a) of this sec-
tion, that the option had a readily as-
certainable fair market value at date 
of grant. 

(d) Effective date. This section shall 
apply to options granted after July 11, 
1963, other than options required to be 
granted pursuant to the terms of a 
written contract entered into on or be-
fore such date. 

[T.D. 6696, 28 FR 13450, Dec. 12, 1963, as 
amended by T.D. 6706, 29 FR 2911, Mar. 3, 
1964; T.D. 6984, 33 FR 19175, Dec. 24, 1968; T.D. 
7554, 43 FR 31913, July 24, 1978] 

§ 1.61–21 Taxation of fringe benefits. 
(a) Fringe benefits—(1) In general. Sec-

tion 61(a)(1) provides that, except as 
otherwise provided in subtitle A of the 
Internal Revenue Code of 1986, gross in-
come includes compensation for serv-
ices, including fees, commissions, 
fringe benefits, and similar items. For 
an outline of the regulations under this 
section relating to fringe benefits, see 
paragraph (a)(7) of this section. Exam-
ples of fringe benefits include: an em-
ployer-provided automobile, a flight on 
an employer-provided aircraft, an em-
ployer-provided free or discounted 
commercial airline flight, an employer- 
provided vacation, an employer-pro-
vided discount on property or services, 
an employer-provided membership in a 
country club or other social club, and 
an employer-provided ticket to an en-
tertainment or sporting event. 

(2) Fringe benefits excluded from in-
come. To the extent that a particular 
fringe benefit is specifically excluded 
from gross income pursuant to another 
section of subtitle A of the Internal 
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